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CORPORATE PROFILE 

Telstar Resources Ltd. is entering its 15th 
year of continuous participation in the oil and 
gas industry as a mature independent resource 
company. 

Telstar, headquartered in Calgary, was 
formed by way of the amalgamation of Kary 
Exploration Ltd. and Maderia Holdings Ltd. on 
June’ 28, 1971. From 1971 to 1981, the 
Company operated as a privately owned oil 
company — exploring, developing and pro- 
ducing natural gas within the Province of 
Alberta. In September of 1981, the Company 
made a public issue of its shares and began 
trading publicly on the Alberta Stock Exchange. 
Coinciding with the public issue was the 
purchase of Park Lane Developments Ltd., an 
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oil and gas firm with a strong presence in the 
United States. 

Telstar, active both in Canada and the 
United States, has evolved into a substantial 
junior oil and gas company with net sales 
amounting to over 28, 700 bbls. of oil, 293,000 
thousand cubic feet of gas for fiscal 1985, 
and with remaining reserves of 391,000 bbls. 
of oil and 10,8911 billion cubic feet of gas. 


ANNUAL MEETING 

The Annual General Meeting of the Share- 
holders of the Company will be held January 
6, 1986 at 1:30 p.m. inthe Board Room of the 
400 Club, 710 - 4th Avenue S.W., Calgary, 
Alberta. 


1985 1984 1983 1982 1981 

Gross Production 1°641-952)  l-00146 1,962,980 1,222,799 878,944 
Other Revenue 172,956 evore 7a 297,010 eKerehe) 148,554 
Total Revenue 1,814,908 1,789,706 2,259,990 1,229,334 1,027,498 
Cash Flow from Operations (273,112) (805,221) 411,954 (76,616) 7.781 
Net Income (Loss) (617,003) (663,553) (305,184) (2,624,229) (41,676) 
Net Income (Loss) Per Share (.07) (.08) (.04) oo) C01) 
Working Capital 175,645 360,862 3779) (220;'041)) (531,913) 
Long Term Debt 7,175,200 7,011,520 5,158,580 3,939,540 3,463,443 
Total Assets 8,867,556 9,365,714 8,450,333 7,893,205 5,002,395 
Net Additions to Property 139,206 VEaboo ome Lo/ ae3 077 JO9 le /43,043 
Operations 
Production Gross Before Royalties 

Crude Oil (bbls) 28,731 1462 36,047 b730 368 

Natural Gas (Mcf) 294,330 368,400 A195, G00 471,420 400,554 

Sulphur (Tonnes) 1,633 1,729 ieee AOU, 1,997 
Reserves (Proven & Probable 

after Royalty) 

Crude Oil (bbls) 391,000 345,000 140,900 15,700 1,000 

Natural Gas (Mcf) 10,891,000 11,833,000 9,852,000 9,994,900 7,782,000 

Sulphur (M. Tonnes) 69.7 4173 47-2 42.2 36" 


SHAREHOLDER’S REPORT 


Telstar is pleased to report that Gross 
Revenue during the past fiscal year has 
shown growth. 

Management's early commitment to 
direct its efforts toward increasing oil pro- 
duction, both by drilling new wells and re- 
working existing wells, has significantly 
enhanced corporate revenue. The Com- 
pany’s participation in the drilling of four 
new wells and the reworking of three wells 
has increased Telstar’s net production from 
92 bbls. of oil per day in July of 1984, to 
127 bbls. of oil per day in May of 1985. This 
represents a 144 percent increase in daily 
oil production. 

Gas sales during the year were cur- 
tailed, both in Canada and the United States, 
due to weak market demand. The depressed 
markets, coupled with falling product prices, 
have resulted in this year’s gas production 
revenues dropping below those of the pre- 
vious year. Management expects gas pro- 
duction to increase to a net 1260 mcf per 
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day over the next year, compared to an 
average of 850 mcf per day during fiscal 
1985. This is due to the Company’s suc- 
cessful negotiation of new gas contracts 
securing the sale of a portion of its shut-in 
Canadian reserves. 

Within the past year, we have seen a 
new Federal Government elected that has 
demonstrated its intention to revitalize the 
oil and gas industry. The signing of the 
Western Accord, which led to a phasing 
out of PGRT Taxes and a move to world oil 
prices, has enhanced industry potential by 
allowing more funds to be reinvested in 
exploration and development of oil and gas 
resources. This change in Federal Govern- 
ment, as well as recent modifications made 
to the Saskatchewan and British Columbia 
Royalty holidays, together reaffirm Telstar’s 
corporate planning decision to increase 
Canadian exploration and development in 
the three western provinces. 

The upcoming year is expected to be a 
very busy one for Telstar from an operations 
point of view. Your Company has been active- 
ly developing prospects in Saskatchewan, 
Alberta and British Columbia in order that a 
well-rounded exploration and development 
program may continue to be profitable. 

In addition to increasing oil and gas 
activity, Management is examining propo- 
sals that relate to corporate restructuring, 
with the ultimate goal of having Telstar 
becoming a larger, stronger corporate entity. 

Management and Staff enter the 1986 
fiscal year with greatly renewed confidence 
and are looking forward to increased suc- 
cess and achievement for all concerned. 


Respectfully submitted on behalf of the 


Board of Directors A 
ie ui me 
ALP? 1? CLA 


KENNETH M. KARY 
President and Chairman of the Board 
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BERTA, SASKATCHEWAN 


Telstar concentrated its efforts pri- 
marily on the exploitation and recompletion 
of its existing reserves during the past twelve 
months. Exploration activities were minimal 
in the U.S., and essentially done by way of 
farmouts to other companies, thus min- 
imizing the Company’s U.S. exploration 
costs. In Canada, the Company has been 
conducting a variety of seismic programs 
and has been acquiring lands as a result of 
Management's decision to become more 
active in the Western Provinces of Canada. 

Positive changes in certain Government 
royalty structures have prompted the Com- 
pany to re-evaluate its land holdings in British 
Columbia. The decision to drill a test well in 
January of 1986 on the Murdale Prospect 
is the result of this re-assessment. 

On examination of results from seismic 
programs conducted in Saskatchewan dur- 
ing the past year, your Company now plans 
to increase its presence at Saskatchewan 
Land Sales, with drilling operations planned 
to begin in the spring of 1986. 

Currently, Telstar’s three major areas 
in Alberta are Coleman, Seven Persons and 
Plain Lake. 

The North Coleman Field, currently 
producing sour gas at the rate of 25 MMcf 
per day, has been in production for ten years. 


OPERATIONS REVIEW 
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TEXAS 


LEGEND 
~ OIL WELL 
GAS WELL 
LAND HOLDING 


A recent recompletion of the 4-23-9-4W5 
Well increased its gross production from 2 
MMcf per day to 8 MMcf per day, adding 
credibility to the field’s reserve estimates. 
Similar workovers are planned for the re- 
maining wells in the field to accommodate 
higher market demand through the winter 
of 85/86. 

The Seven Persons Area was shut-in 
for six months of the past year due to poor 
market conditions, however, a new gas 
contract was entered into in April that 
secures a market for this gas field into 1987. 

Dilworth Ranch, the major producing 
area in Texas, has been developed this year 
to the full extent that the Company wishes. 
A four inch, eight mile pipeline was completed 
in March of 1985, bringing additional gas 
on stream. Compression was also added in 
order to bring the lower pressure, Casing 
head gas into the system. The Dilworth 
Ranch Field is currently producing approx- 
imately 200 BOPD gross, with approx- 
imately 1000 Mcf of gas per day, in which 
Telstar has a 36.5 percent working interest. 

The Company has entered into a Farm- 
out Agreement on a portion of the lands 
adjacent to the producing oil and gas field to 
further evaluate the potential reserves of 
the more complex geologic structures. 


PRODUCTION & RESERVES 


Oil sales rose from 19,162 barrels of 

oil in 1984 to 28,761 barrels of oil in 1985. 
This represents an overall increase of 50 
percent in gross oil production for the fiscal 
year ending June 30, 1985. The Company's 
drilling and workover programs for the year 
increased oil reserves from 345,000 barrels 
to 391,000 barrels. 
Pickering Ranch Gas sales amounted to 293,330 million 
NE: Harleton cubic feet, down from 368,400 million cubic 
feet in 1984 as a result of poor market 
conditions. The reduction in gas reserves 
from 11.833 BCF to 10.891 BCF is mainly 
due to decreased production and more 
conservative estimating for proven-producing 
and proven-developed non-producing re- 
Dilworth Ranch serves. 

Since the end of fiscal 1985, the sale 
of gas production has been climbing, and 
the Company projects an increase of up to 
50 percent over the next fiscal year. 


Bill Boyce 
Arrington 


MONTHLY OIL PRODUCTION NET RESERVE SUMMARY 
BY PROPER 


GAS SULPHUR OIL 
MMcf M Tonnes M Bbls 


CANADIAN 
Proven J/2\Comooey, Nil 
Probable 19 Nil Nil 
Proven & 


Probable 7 1G4 69" Nil 


UNITED STATES 
Proven 2,997 Nil Pad 
Probable JAO Pe Nima los 
Proven & 


Probable 3,707 Nil 391 


TOTAL PROVEN 
& PROBABLE 10,891 6 
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LAND SUMMARY 


ACRES 
NET LEASED 


ACRES 
WI NET 


CANADA 
ALBERTA 
Bassano 37 BU 1,479 
Birch Lake 887 G1) 
Coleman life 54. i552 
Nordegg 2,214 Royalty 
Plain Lake Ws Wey 4 aj22 
Provost 320 aye 
Seven Persons letboeeeo O03 
55 045e6 7-008 
BRITISH COLUMBIA 
Murdale 640 480 
TOTAL CANADIAN 55.685 o.06c 
UNITED STATES 
CALIFORNIA 
Tracy Airport 747 14 
OKLAHOMA 
East Silo 662 506 
TEXAS 
Arrington UST 30 
Dilworth 2,000 750 
Garcia 200 1.0 
Luling 302 119 
N.E. Harleton Thee) TA 
Pickering Ranch 400 aye 
Salt Flat Creek ne 43 
South Brandt 865 139 
Trinity {| aya 492 
West Allen 451 28 
Total Texas PAGE AL FAGls) 
MONTANA Guy Ome 4 90e 
PO TARUS: Westsy2 Fiver 
TOTAL Vesey yeas 


Seven Persons 


Plain Lake 


Coleman 


United States 


MONTHLY GAS PRODUCTION 
BY PROPERTY 


FINANCIAL REPORT 


Analysis of the Financial Statements for 
the year ended June 30, 1985 indicate that 
positive results were achieved in a year of 
unfavorable economic conditions. 


REVENUE 

Revenue from oil, gas and sulphur sales 
net of royalties increased from $1,531,431 
in fiscal 1984 to $1,641,952 in fiscal 1985, 
representing an overall increase of 7.2 per- 
cent. Reduced demand for natural gas resulted 
inan 11.5 percent decrease in gross revenue 
from Canadian operations, while successful 
operations of United States oil and gas prop- 
erties generated a 14.8 percent increase in 
gross revenue, despite weakened market 
conditions. 

In fiscal 1985, Telstar completed nego- 
tiations initiated in fiscal 1984 for the sale of 
its interest in the Bill Boyce Area of Oklahoma 
and the North Brandt Area of Texas. Not only 
did the receipts from these sales compensate 
for exploration and development expenditures 
but the Company was also relieved of future 
expense In uneconomical areas. 
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GENERAL AND ADMINISTRATIVE 

General and Administrative expenses 
were reduced from $459,211 7 in fiscal 1984 
to $437,278 in fiscal 1985. Without adjust- 
ment for inflation, this 4.8 percent decrease, 
combined with the 26 percent decrease real- 
ized in fiscal 1984 reflects Management's 
effective cost control methods. 


The Lease Operating Expense increased 
some $64,141 from the previous year as a 
direct result of increased production in the 
U.S. and higher costs in Seven Persons. The 
increase of costs in the Seven Persons Area 
is due to Telstar’s purchase of a portion of the 
compressor facilities. This investment has 
created a larger asset base and will reduce 
expenses in 1987. 


LONG TERM DEBT 

Actual loan balances remained unchanged 
from fiscal 1984. The increase in long term 
debt of $163,680 from $7,011,520 at June 
30, 1984 to $7,175,200 at June 30, 1985 
was a result of the application of foreign 
currency conversion factors. 

The rate of interest applicable to Tel- 
star’s debt remains unchanged at prime plus 
1/2%. The increase in interest paid in fiscal 
1985 as compared to fiscal 1984 was due to 
the average monthly loan balance in fiscal 
1984 being lower than that of fiscal 1985. 


EARNINGS 

After provision for non-cash items of 
Depletion and Depreciation of $343,891 and 
Foreign Exchange of $161,332, the Company 
showed a loss of $617,008 for fiscal 1985 
as compared to a loss of $663,553 for the 
previous year. 


SHAREHOLDERS EQUITY 

In 1985, the Alberta Securities Com- 
mission authorized a release of 410,000 
shares held in escrow, thereby bringing a total 
of 6,473,014 shares of the 8,500,014 issued 
and outstanding as free trading shares, with 
the remainder in escrow. The shares are 
released by the Albert Securities Commission 
when it determines that the underlying asset 
value for the shares equals $3.50 per share. 


ASSETS 


CURRENT ASSETS 
Cash 
Accounts receivable, Note 3 
Prepaid expenses 


PROPERTY AND EQUIPMENT, Notes 2 and 3 


LIABILITIES 
CURRENT LIABILITIES 
_ Accounts payable and accrued liabilities 


DEFERRED REVENUE 
LONG-TERM DEBT, Note 3 
DEFERRED INCOME TAXES, Note 1 


SHAREHOLDERS’ EQUITY 


SHARE CAPITAL, Note 4 
DEFICIT 


1985 


6 132,214 
355,040 
9.290 
496,544 


Bose bole 


$8,867,596 


1985 


$ 320,899 
sO7.197 
7,175,200 
494 838 
8,298, 134 


4,623,121 
4,053,699 
Dosnelehs Faieten 
$8,867,596 


CONSOLIDATED BALANCE SHEET 
As At June 30, 1985 


1984 


Ro ease 1 8) 
706,007 
12,500 
7AO ONT. 


8.070.097. 


$9,365,714 


1984 


$ 429,155 


243,776 
7 Oldoed 
494 838 
B1/72.e89 


4.623524 
_3,436,696 
1,186,425 
$9,365,714 


APPROVED ON BEHALF OF THE BOARD 


Director 
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CONSOLIDATED STATEMENT OF LOSS 
For the Year Ended June 30, 1985 


1985 1984 
REVENUE 
Oil, gas and sulphur 21.64 1,90e . 2.1031 Ao. 
Other 1/2906 COB 270 
1,814,908 _1,789,706 
EXPENSES 
Interest — long term B7:1,208 760,156 
Lease operating boo AoF 989,316 
General and administrative 437,278 459,217 
Depletion and depreciation 343,891 Slals hs eye 


2,305,834 2,167,021 


LOSS BEFORE INCOME TAXES AND 


FOREIGN EXCHANGE LOSS 490,926 377,315 
RECOVERY OF INCOME TAXES (35,255) (103,385) 
FOREIGN EXCHANGE LOSS 161,332 389,623 

126,077 286,238 
NET LOSS $ 617,003 $ 663,553 
LOSS PER SHARE $ O72 = 08 


CONSOLIDATED STATEMENT OF DEFICIT 
For the Year Ended June 30, 1985 


1985 1984 
DEFICIT — Beginning of year $3,436,696 $2,773,143 
NET LOSS FOR THE YEAR 617 003 663553 


eee 


DEFICIT — End of year $4,053,699 $3,436,696 
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CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION 


For the Year Ended June 30, 1985 


1985 1984 
SOURCE OF WORKING CAPITAL 
Operations $617,003 3 663;,000 
Net loss 
Items not affecting working capital 
Depletion and depreciation 343,891 chelefrepe re 
Funds provided from operations (273,112) (805.227) 
Net increase in long term debt 163,680 1,493,240 
Prepaid gas revenue 63,421 Bo 7 
Decrease in working capital 185 217 aa 
Ate 310 aii ey shshe we 
$139,206 $1,220,976 
USE OF WORKING CAPITAL 
Net additions to oil and gas properties $139,206 Sy G0,000 
Increase in working capital aa 434,641 
$139,208 $1,220,976 


To the Shareholders of 
Telstar Resources Ltd. 


| have examined the consolidated bal- 
ance sheet of Telstar Resources Ltd. as at 
June 30, 1985 and the consolidated state- 
ments of loss, deficit, and changes in financial 
position for the year then ended. My examin- 
ation was made in accordance with generally 
accepted auditing standards, and accordingly 
included such tests and other procedures 
as | considered necessary in the circum- 
stances. 


AUDITOR’S REPORT 


In my opinion, these consolidated financial 
statements present fairly the financial posi- 
tion of the Company as at June 30, 1985 
and the results of its operations and the 
changes in its financial position for the year 
then ended in accordance with generally 
accepted accounting principles applied on a 
basis consistent with that of the preceding 
year. 


Calgary, Alberta 


August 9, 1985 CHARTERED ACCOUNTANT 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
June 30, 1985 


NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


Principles of Consolidation 
The consolidated financial statements include the accounts of Telstar Resources Ltd., and its 
wholly owned subsidiary Park Lane Exploration Inc. 


Oil and Gas Operations 

Oil and gas properties are accounted for using the full cost method of accounting, whereby all 
costs of acquiring, exploring for and developing oil and gas reserves are capitalized on a 
country-by-country basis. No gain or loss is recognized upon the sale or disposition of oil and gas 
properties except in significant transactions. 

The costs accumulated in the cost centers, together with estimated future capital costs 
associated with proven reserves, are depleted by the unit of production method which is based on 
production and estimated proven reserves of oil and gas as determined by independent consultants. 
In calculating depletion, natural gas reserves and production are converted to equivalent barrels 
of oil based upon the relative sales value of each product. The cost of significant investments in 
unevaluated properties is excluded from the depletion base. 

Production equipment is recorded at cost and is depreciated at the rate of twenty per cent per 
annum on the diminishing balance basis. 


Joint Venture Accounting 
Substantially all exploration and production activities are conducted jointly with others and 
accordingly, the accounts reflect only the Company's proportionate interest in such activities. 


Other Equipment 
Other assets are recorded at cost and are depreciated on the diminishing balance basis at the 
following annual rates: 


Automotive 30% 
Furniture and fixtures 20% 
Computer equipment 20% 


Deferred Revenue 


Deferred revenue represents amounts received in respect of take or pay contracts. Such 
amounts have been deferred pending ultimate gas delivery or expiration of the contractual 
delivery period. 


Income Taxes 


The interperiod tax allocation basis of accounting is used with respect to all differences between 
the time when costs and revenues are recognized for tax purposes and when they are recorded 
in the Consolidated Statement of Loss. 


Foreign Currency translation 

Current assets and current liabilities are translated from United States to Canadian dollars at 
the year end exchange rate. Other assets and liabilities are translated at historical rates. 
Revenues and expense items are translated using average rates of exchange prevailing throughout 
the year, except for depreciation and depletion which are translated at historical rates. 
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NOTE 2 - PROPERTY AND EQUIPMENT 


1985 1984 
Accumulated 
Depletion, 
Depreciation 
eae a and — : Net : Net 
t Cost 
CANADA os mortization nvestment nvestment 
Petroleum and natural gas 
properties including 
exploration and development 
costs $ 2,449,843 $ 660,695 $1,789,148 $1,885,923 
Production equipment 140,004 114,406 20,598 30,467 
Other equipment 189,002 ee, LS 06,887 72 A482 


2,778,849 S07 .21b 1,871,633 +1 988 B72 


UNITED STATES 
Petroleums and natural gas 
properties including 
exploration and development 
costs 7400 Jeo. 14100,004.. Bie //.609-6.352;138 
Production equipment 473,460 eo1s/O0 eet et 234,687 
Porrioe 1.3/7 7,304-) 6499379 —§6/586,825 
$10,656,032 $2,285,020 $8,371,012 $8,575,697 


NOTE 3 — LONG TERM DEBT 


Production Loan 

A $3,300,000 Canadian plus $2,800,000 U.S. line of credit has been established. Drawdowns 
thereunder bear an interest rate of prime plus 1/2%. A standby fee of 1/2 of 1% is charged on the 
unused line of credit. Interest is paid monthly. Security for the production loan consists of certain 
Canadian and U.S. oil and gas properties and accounts receivable. 

Loans under this line of credit are revolving and are not repayable within one year provided that 
the terms and conditions of the line of credit are met. Because of the terms outlined above, all the 
debt at June 30, 1985 has been classified as long term. 

The revolving loan may be converted to a non-revolving production loan with an eight year term, 
specific repayment terms and an interest rate of prime plus 3/4% for the first six years and 
prime plus 1% for the last two years. 


NOTE 4 - SHARE CAPITAL 


Number of 
Shares Consideration 
Authorized: 
20,000,000 common shares with no par value 
Issued: 
Balance — June 30, 1985 8,500,014 $4,623,121 


Escrow Shares 

At June 30, 1985, 2,027,000 shares were held in escrow by the Alberta Securities Commission. 
These shares will be released as the Commission determines that the underlying asset value for 
the shares is equal to $3.50 per share. 


NOTES CONTINUED 


NOTE 5 — REMUNERATION OF DIRECTORS AND SENIOR OFFICERS 


The salaries of senior officers as defined in the Alberta Companies Act aggregated $155,004 in 
1985 and $165,154 in 1984. No remuneration or salaries were paid to directors who were not 


officers of the Company. 


NOTE 6 — SEGMENTED INFORMATION 


The Company operates as an oil and gas exploration and production Company. The following 
information relates to the Company’s operations in Canada and the United States. 


REVENUE 
Canada 
United States 


OPERATING PROFIT 
Canada 
United States 


INTEREST — LONG TERM 


GENERAL AND ADMINISTRATIVE EXPENSES 


RECOVERY OF INCOME TAXES 
FOREIGN EXCHANGE LOSS 
NET LOSS 


IDENTIFIABLE ASSETS 
Canada 
United States 


TOTAL ASSETS 


CORPORATE INFORMATION 


HEAD OFFICE 

#400, 635 - 8 Ave. S.W. 
Calgary, Alberta 

Canada T2P 3M3 


WHOLLY OWNED SUBSIDIARY 
Park Lane Exploration Inc. 
Calgary, Alberta, Canada 
STOCK EXCHANGE LISTING 
Alberta Stock Exchange 

Trading Symbols: Shares TST 
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1985 1984 
$ 807,921 $° 912,798 
1,006,987 876,908 
1,814,908 1,789,706 
294,249 369,980 
923,311 472,078 
817,560 842,058 
871,208 760,156 
437,278 459,217 
39,299 103,385 
161,332 389,623 
$ 617,003 $ 663,553 
$2,082,733 $2,375,123 
6,784,823 6,990,591 
$8,867,596 $9,365,714 
REGISTRAR AND BANK 


TRANSFER AGENT 

The Canada Trust Company 
Calgary, Alberta 

LEGAL COUNSEL 

Owens and Sattin 

Calgary, Alberta 

AUDITOR 

S. R. Dacen 

Calgary, Alberta 


Bank of Montreal 
Calgary, Alberta 


OFFICERS 
Kenneth M. Kary, President 
K. Greg Kary, Vice-President 
Rex H. Kary, 

Secretary- Treasurer 


DIRECTORS 

Kenneth M. Kary, Chairman 
K. Greg Kary 

Rex H. Kary 

Edward L. Owens 

John E. Labrecque 
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